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C E R T I F I E D  l , !L7!~  

Dear A p p l i c n n t  : 

We Iiavo cr.ln:;idi:rcd your  a p p l i c ~ t  i o n  f o r  r t : c o c j ~ ~ i t  ion  (?I c:.:!~rnption frorn f c~: te ra l  
incomc t a x  isndcr  c c c t i o n  50.1 ( n )  (4) OI! t f i ~  I n t ~ r n r 7 1  kcvcnus  Codc and h a v e  
c l e t c r ~ n i n e d  ; h a t  yo11 :lo not q u a ' l i t y  f o r  t a x  c : : c ~ ~ p t  i o n  undcr t h a t  s e c t i o n .  Our 
r e a s o n s  f o r  t h i ?  conc11.1sion an4  thc. f a c t ?  on 1,rhich ~t i z  L,?scd arc  c s p l ~ i n e c l  
be1c1:r. 

Thc i n f o r m a r i o n  *111binittccl i n c l i c n t t ? ~  tli.at yo(: rrcro l n r a r p o r : ~ t i . d  on ******** *, 
****  under  thc n o n - p r o f i t  1 s i . r ~  of t l ~ ~  S t 3 t . c  of ******* t l .  T h e  p u r p ~ s e " ? ~ ~  yotlr 
A r t i c l e s  rcs:l " ,  . . tc:, provide f o r :  ( i )  t h c  use, improvclncnt, m s i n t c n a n c c ,  
o p ~ r a t i o n  and r c p a i r  cf t h e  ccommon 3r;as and ro:~dr. 1c:qtf:d i n  ******* * * * *  
s u b c l i ~ r i s i o n  i n  t h c  * * * * ******** * * * * * *  ** ******  ********  *******  
i n c l u d i n g  any iriiprovcmcnts arrd ~ n c n i t i e s  l o c a t e d  t h o r e o n ;  ( i i )  t h e  
c u t a h l i s h m c n ?  o f  r u l t l 3  and r u r r u l n t i o n o  f o r  tht?  use  of Common Areas 
i n c l u d i n g  any improvamcnts and ~ m e n l t i z s  l o c a t e d  thereon:  ( i i i)  t h c  
c l i s t r i b i l t i o n  alnonq t h c  oirnr:rs of t h c  p r o p c r t y  s n d  t h e  l o t s  t h i ~ r c i n  of t h ~  
c o s t s  of t h c  u s e ,  i:oprovcslent, m a i ~ i t k n a n c c  and 1 i :pn i r  of t h e  co:arnon a r e a s  
i n c l u d i n g  any improvcmcnt s and m c n i  t  i c s  located thereon:  and  ( i v j  t h e  
p remot ion  of t h c  health, s a f c t y ,  p l e a s u r e ,  r e c r e a t i o n  and  v e l f a r c  of t h e  
r e s i c l c n t s  of the l c l t s . .  . ' I  

I n  y o u r  b y l a ~ l s  your  c t s t e d  p u r p o s e s  a r c  "... t o  p rov ide  a n  o r g a n i z a t i c n  t o  
s e r v e  and promote t h e  cornnlon i n t e r e s t s  of  t h e  oirners t r i t h i n  t h e  S u b d i ; r i s i o n ;  
t o  p r a s e r v c  p r o p e r t y  ~ i a l u e s ;  t ~  promote t h e  s a c u r i t y  and n a l f a r e  of 311 

Oi,!ncrs; and t o  own, acc lu i re ,  b u i l d ,  opcra t i ;  and m a i n t a i n  t h e  ccmmon r c a d  ).,nol.rn 
a s  * * * * * *  * * * * * * *  c  2nd ether f a c i l i t i e s  f o r  tho  b a n c f i t  of t h e  O u n e r s . "  

The common a r e a s  c o n s i s t  of "... t h e  a y p r o s i m a t e l y  **   p i l e s  of tbro l a n o  
b l a c k t o p  r o a d ,  a ramp l d a d i n g  t o  *****  ****   which i s  abolit  *** f e e t  l o n q  and 
** f e e t  rride.  I t  1 s  unps:icd g r a v e l .  The p i e r  i s  ~nade of t r e a t e d  !!cod and i s  
** by * f e e t .  Thcsc  a r c  t h c  sr.ly common a r e a s . "  



* * * * * *  * * * *  *********  
* * * * * * * * * * * * *  

A rrnod e r r t r ance  sir.rn nnnouncce " * * * * * *  * * * *  A P r i v n t o  Community. " ******* 
* * *  t  ir; n poni11sul.a i n  a r u r a l  I S ~ J  appro***  n tc ly  * * *  l n i l c s  from t h c  n e a r c o t  
tocrn o r  v i l r ag t : .  I t  !rarr * cvelop~:d i n  t h c  * * * * *  ' a  by ******  * * * * .  , and a l l .  l o t n  
vrcrc solu by t h c  u a s l y  * * * 0 ' n .  I t  c o n ~ i s t o  solely of ** l o t s  of lcos t h a n  one 
a c r o ,  lnost of crhich now havo Iloi\scs on thl?m. The p r o p c r t y  i n  u o t ~ r ~ o c t u d  t o  a 
c o t ~ n t r y  roqd (*******  ***) by a p r i v a t e  roacl b r . ~ i l t  and  m a i n t a i n e d  hy t h o  
d e v c i o p c r  t u n t i 1  * * * * * *  ****). At t h a t  t i m o ,  i t  nao takun  o v e r  by t h e  * * * * * * *  
* * * *  **********  * * * * * * * * o r r .  The p r i v d r r .  r o a d  passus t lsronch opcn cou: l t ry  f o r  
spp to ;< imntc ly  * *   n \ i . l c s ,  a n d  Ih rouyh  tho  dct/c?loprncnt f o r  a  t o t a l  of 
apprn~: i ina to ly  ***  m i l c s .  T h i s  r o a d  and t l ~ c  l?clat ramp c o n o t i t u t c  t h o  o111y 
common p r o p c r t y  of! * * * * * *  * * * *  ********** ********** .  

Yotrr C9vonan ts ,  R e s t r i c t i o n s ,  C o n d i t i o n s  and A m ~ ~ d e d  Byla i s  p r o v i d e  t h a t  a  
mctnhcr ". . . ::hall r c f c r  t o  each  Orrnor of s h o l d e r  of r e a l  p r o p c r t y  ! . t i t h i n  t h o  
S u h d i v i g i c n , "  and t h a t  t h e  Board of 1 ) i rcc to r r ;  ' pol-rurs ant1 r e s p o n s i b i l i t  l c s  
incluclc  a d o p t i o n  & p n b l i c a t i o n  of Rule3 and R c q i r l a t i o n s  y o v c r r ~ i n q  t h e  Llso of 
t h e  r o a d ,  community p i e r ,  boa t  ramp and f a c i l i t i a s  and t h e  p e r s o n a l  conduc t  of 
t h e  m e h e r s  and t h e i r  g u o s t s  t h e r c o n .  " 

Non-members do no t  have  accnss t o  t h e  ramp and t h c  p i e r .  Non-members o n l y  
have a c c e s s  t o  v i s i t  memborn ' p r e m i s e s .  On r a r e  o c c a s i o n s ,  non-mcnrbers 
a t t e m p t  t o  u s e  t h c  ramp and a r e  rc1nllldo3 by y 3 u r  members and o f f i c e r s  t h a t  
t h i s  p r o p e r t y  i s  n o t  a v a i l a b l e  f o r  u s e  by n o n - r e s i d e n t s .  

Your income i s  d e r i v e d  from mcmhcrship cluec, s p e * * *  *** serrtents and interest. 
Your f e e s  a r e  d a t c ~ r m i n c d  a n n ~ . t a l l y  by i h c  v o t e  of * * * ****, on t h o  b a s i s  of t h e  
necds f o r e s e e n  f o r  t h e  improvement o r  main tenance  of t h e  colnroon a r e a s .  

Your a c t i v i t i e s  and e x p e n s e s  r e f l e c t  pav ing  and main tenance  of r o a d ,  
main tcnancc  of b o a t  ramp and t h e  p u r c h a s e  and i n s t a l l a t i o n  of s i g n s .  Your 
a s s o c i a t i o n  p r o v i d e s  f o r  g r a d i n g ,  g l o v i n g ,  r e p a i r  and g e n e r a l  upkeep of 
* * * * * *  * * * *  roadvay .  This work i s  gcnerall : .  c q n t r s c t e d  o u t  an6 somet imes 
perPo~:med by comrr~unity members a s  v c ~ l u n t e ~ r s  f o r  nc' f e e .  

The As: ;ocia t ion,  t h r o u g h  i t s  Board of D i r e c t o r s  m a i n t a i n s  and e n f o r c e s  t h e  
community c o v e n a n t s  i n  accordance w i t h  t h e  ly!avs. 

S e c t i o n  5 0 1 ( c )  ( 4 )  of t h e  Code p r o v i d e s  f o r  t h e  r e c o g n i t i o n  of exemption of 
c i v i c  l e a g u e s  o r  o r g a n i z a t i o n s  n o t  o r g a n i z a d  f o r  p r o f i t ,  b u t  o p ~ ~ d t e d  
e x c l u s i v e l y  f q r  t h c  p romot ion  of s o c i a l  w e l f a r e .  

S e c t i o n  501  ( c )  ( 4 )  -1 ( a )  ( 2 )  (1) of  t h e  Income Tax R e g u l a t i o n s  p r o v i d e s  t h a "  an 
o r g a n i z a t i o n  i s  o p e r a t e d  e x c l u s i v e l y  f o r  t h e  p r c m o t i o n  of s o c i a l  w e l f a r e  ii i t  
is  p r i m a r i l y  engaged i n  p romot ing  i n  some way t h e  common good a s d  g e n e r a l  
w e l f a r e  o f  t h e  p e o p l e  o f  t h e  community. An o r g a n i z a t i o n  embraced w i t h i n  t h i s  
s e c t i o n  i s  one which is o p e r a t e d  f o r  t h e  p u r p o s e  of b r i n g i n g  a b o u t  c i v i c  
b e t t e r m e n t s  and s a c i a l  improvements .  



******  ****  ********* *   
********** ***  

Revcnuo R u l i n g  72--1112, 1 9 7 2 - 1  C . B .  189 ,  s t a t e s  t h a t  a  non-prof i t  o rganiza t io i l  
formed t o  prcscrvt!  the  apl)e- . l ,ncr  C F  a I ~ o u o i l ~ g  clevelopmcnt and t o  maintain 
s t r o o t s ,  oidosralks, and cc3amon s r u a s  f o r  use of t h e  rclsitlcnts i s  exempt under 
occ t ion  501 ( c )  ( 4 )  of tho .%.:dr:. Ile~nltcrship i s  1:cquired of a l l  oviners of r e a l  
p r o p e r t y  in  t he  dcvcJ:~pment, and assczsmant:: s r o  l e v i c d  t o  suppor t  t he  
o r g a n i z a t i o n ' s  activities. I t  was hc ld  t h a t  by main ta in ing  t h e  p r o p e r t y  
n o r ~ n a l l y  rnaintaint3rl by a  munic ipa l  qovcrnmtlnt, t h c  o r g a n i z a t i o n  scrvcd  tile 
common rrood and genera l  wf!lfare of thc people  of t he  cornrnunity. 

Revcnue Ruling 74-99 ,  1974 -1  C.B.131, modil,icd Rcvenuo Ruling 72-102 by 
s t a t i n g  g u i d e l i n e s  undor vrliich a homeo!iner's a s s o c i a t i o n  could q u a l i f y  f o r  
c:!e~nption under  s f c t i i ~ n  5 0 1 ( c I  ( 4 )  of th!, Coclo. These guidelines a r u :  

I .  The o r g a n i ~ a t i c ~ n  must s e r v i c e  a "community" which b e a r s  a r ea sonab le ,  
recognizable  r e l a t i o n s h i p  t o  an  a r e a  o r d i n a r i l y  i d e n t i f i e d  a s  a 
govern~ncntal  un i t  . 

2 .  I t  must not conduct a c t i v i t i e s  d i r e c t e d  t o  t he  e x t o r i o r  maintenanco of 
p r i v a t e  r e s idences ;  and 

3 .  T h e  common a reas  of f a c i l i t i e s  must be f o r  t h e  use and enjoyment of t h e  
gene ra l  pub l i c .  

T h i s  r u l i n g  s t a t e s  t h a t  a community, w i t h i n  t h e  mcaninq of s e c t i o n  501(c)  ( 4 )  
of t he  Code and t he  r e g u l i  . i o n s ,  " .  . . is  not  s imply an agg rega t ion  of 
homeosrners bound toge the r  i n  a s t r u c t u r e d  u n i t  formed a s  an i n t e g r a l  p a r t  of a  
p l a n  f o r  t h e  development of a r c a l  e s t a t e  s u b d i v i s i o n  and the  s a l e  and 
purchase  of homes t h e r e i n . "  

Revenue 74-99 s t a t e s  t h a t  i t  modi f ies  t h e  misconception given i n  Revenue 
Ruling 72-102 t h a t  a housing development i s  t o  be equated  with t h e  term 
"community" w i th in  t h2  meaning of s e c t i o n  501 ( c )  ( 4 )  of t h e  Code, thereby  
g i v i n g  r i s o  t o  t h e  i m p l i c a t i o n  t h a t  any housing development may q u a l i f y  as  a 
community f o r  exemption purposes  r o g a r d l ~ s s  of o t h e r  f a c t s  i n  t h e  case .  The 
term "housing development" i s  not  t o  be v i e ~ r e d  a s  n e c e s s a r i l y  coex tens ive  w i th  
t h e  term "community", s o  t h a t  nQt every  a s s o c i a t i o n  which oversee?  a  housing 
development i s  e n t i t l e d  t o  c la im the  exemption. 

Revenue Rl-ding 74-99 s t a t e s  t h a t  Revenue Ruling 72-102 "... was in tended  on ly  
t o  approve ownership and maintenance by a  ho~neowners' a s s o c i a t i o n  of such 
a r e a s  a s  roadways and pa rk l ands ,  s i d e e a l k s ,  and s t r e e t  l i g h t s ,  a c c e s s  t o ,  or  
t h e  use and enjoynent  of vh ich  i s  exte1,ded t o  members of t he  g e n e r a l  p u b l i c ,  
a s  d i s t i n g u i s h e d  from c o n t r o l l e d  use o r  a c c e s s  r e s t r i c t e d  t o  t h e  members of 
t h e  hon~oonners ' a s s o c i a t i o n . .  ." 



****** ****  *********  
* * * * * * * * * * *  ***  

Your common a r e a s  a r e  not open f o r  t h e  uso and enjoyment of t h e  gene ra l  
p u b l i c .  You a r e  o p e r a t i n g  f o r  t h e  p r i v a t o  b e n e f i t  of mumbers, i . e .  l o t  
or.rnerg, and not f o r  t h e  b e n e f i t  or  t h e  ycne ra l  r re l fa re  of t h e  people of t ho  
community. 

Your s o r v i c e s  do not benof i t  tht. cornmrlnity because thoy a r e  l i m i t e d  t o  the  
*********   l o t  ovners  served  by your i t s soc i a t ion .  

One of t he  purposes of Revenue Ruling 74-99  is t o  prec lude  r e c o g n i t i o n  of 
exumption of homco~,rners a s s o c i a t i o n s  t h a t  s e rvc  a  p r i v a t e  r a t h e r  than a p u b l i c  
i n t e r e s t .  

Revenue Ruling 80-63 published i n  Cumula t i~ le  B u l l e t i n  1980-1 on pago 116 
b r ings  out  t h c  poin t  t h a t  a  homcor~ner's a s s o c i a t i o n  t h a t  does not  represen':  a 
community cannot r e s t r i c t  t h e  U S E  of i ts  f a c i l i t i a s  and a reas  and be t a x  
exempt undcr 501 ( r )  (4). 

Based on t h e  informat ion  submitted and 5hc a p p l i c a b l e  la?? c i t e d  abo,;e, rrc 
conclude t h a t  you a rc  p r imar i ly  organized  and ope ra t ed  t o  pro?lide s e r v i c e s  f o r  
t h e  personal  b e n e f i t  of your members an? not  p r i m a r i l y  f o r  promoting i n  some 
way t he  cornmon good and genera l  wel fare  of the people of t he  community. 
Therefore ,  you do not  q u a l i f y  f o r  exemption f r o a  f e d e r a l  income t a x  a s  an 
o rgan iza t ion  desc r ibed  i n  s e c t i o n  5 0 1 ( c )  ( 4 )  of the  Code. 

Un t i l  you have e s t a b l i s h e d  exempt s t a t u s ,  you are  not  r e l i e v e d  of t h e  
requirernenc f o r  f i l i n g  f e d e r a l  income t a x  r e t u r n s .  

Your a t t e n t i o n  is  c a l l e d  t o  s e c t i o n  523 of t h e  I n t e r n a l  Revenue Code which was 
added by t h e  Tax Reform A c t  of 1 9 7 6 .  This s e c t i o n  providos t h a t ,  i n  c e r t a i n  
circumstances, a non-exempt homeovn?rc a s s o c i a t i o n  may e l e c t  nc t  t o  be taxed 
on i t s  "exempt func t ion  income vrhich i nc ludes  membership d u e s ,  f e e s  o r  
assessments  from owners of r e a l  p rope r ty .  The e l e c t i o n  i s  made by f i l i n g  Form 
1120H. I f  you determilie t h a t  your o r g a n i z a t i o n  q u a l i f i s s  under s e c t i o n  528, 
you may f i n d  i t  b e n e f i c i a l  t o  make t h i s  e l e c t i o n .  

I f  you do not agree  with our d e t c r ~ n i n a t i o n ,  you may reques t  c o n s i d e r a t i o n  of 
t h i s  ma t t e r  by t h e  O f f i c e  of Regional D i rec to r  of Appeals. To do  t h i s ,  you 
shou1.d f i l e  a w r i t t e n  appeal  as  expla insd  i n  t h e  enclosed P u b l i z a t i o n  692 .  
Your appeal  should g i ~ c  t h e  f a c t s ,  law and any o t h e r  i n fo rma t ion  t o  suppor t  
your p o s i t i o n .  I f  you van% hea r ing ,  y l?ase  r eques t  i t  shen  you f i l e  your 
appeal  and you will be contac ted  t o  a r r ange  a d a t e .  Tho h e a r i n g  may be he ld  
a t  t h e  r e g i o n a l  o f f i c e ,  o r  i f  you r e q u e s t ,  a t  any mutual ly convenient  d i s t r i c t  
o f f i c e .  I f  you w i l l  be r e p t c s ~ n t e d  by someone 1.rl-10 i s  not one of your 
p r i n c i p a l  o f f i c e r s ,  t h a t  porson r r i l l  need t o  f i l e  a pover of  a t t o r n e y  o r  t a x  
i n f o r n ~ t i o n  a u t h o r i z a t i o n  v i t h  us. 



******* ***** ********** 
**********  **** 

If you do not nppeal t h i s  determination within  30 days from the date of t h i s  
l e t t e r ,  a s  explainod i n  Publ icat ion 892,  t h i s  l e t t e r  t r i l l  become our f i n a l  
datermination an t h i ,  marter . 

Sincere ly  yours, 

****  * * * * * * *  
D i s t r i c t  Director 

Enclosure: 892  


